This paper analyses how trade-related policy choices and financial development affect current account imbalances in OECD countries. Once the policy-related component of trade openness is estimated using exogenous-to-policy indicators of globalization pressures, legal origins and natural openness, financial development plays a significant role and is negatively associated with the current account.
I. Introduction
Empirical studies on medium-term determinants of current account imbalances explore the pattern of external balances accounting for the role of openness and financial development along with other potential determinants of current account imbalances. Following the seminal paper by Chinn and Prasad (2003) , empirical specifications include openness indicators to capture two dimensions of macroeconomic policy: 'trade openness' relates to tariff regimes and other policy choices relevant to economic integration; 'financial openness' captures the effect of liberalization policies occurring in financial markets and affecting cross-country capital flows. Whether these variables are positively or negatively associated with the current account is mainly an empirical question. The same is true for 'financial development': it may affect the current account positively or negatively depending on whether financial sophistication spurs savings, or lessens borrowing constraints (see the discussion in Chinn and Ito, 2008b ).
Empirically, it seems difficult to identify a stable association between the current account balance and indicators of openness or financial development. Recent papers show that they are mainly relevant once interacted with other indicators of financial crises (Gruber and Kamin, 2007) and environmental factors (Chinn and Ito, 2008b) . Of course, a potential issue in cross-country comparison is data quality. In this context, for instance, while 'de jure' measures may well fit the purpose of controlling for liberalization policies, economic integration policy choices are usually proxied by a catch-all measure, the openness (i.e. imports plus exports) to GDP ratio. 
II. Empirical specification
To estimate the policy-related component of trade openness, this paper adapts the empirical strategy of Bertola and Lo Prete (2010) , who identify in geographical characteristics, remote historical events, and their interaction with exogenous globalization trends a set of exogenous to policy determinants of economic integration. In the present analysis, 'policy openness' is accordingly defined as the residual component from a specification where the openness ratio to GDP, a standard indicator of economic integration from the Penn World Tables, is regressed 
where the ‫ܩ‬ ௧ indicator is a measure of Globalization pressures given by the product of World Trade (ܹܶ ௧ ) and Natural Openness ‫ܱܲݐܽܰ(‬ ). And its interaction with Legal Origin dummies ‫ܮ(‬ ) accounts for the fact that the intensity of globalization pressures affects trade openness (ܱܲ ௧ ) differently in countries more or less market friendly due to historical events mirrored by their legal systems' origin.
Once the policy openness indicator is computed using residuals from equation (1), it is possible to compare its explanatory power, as a determinant of current account imbalances, with that of the openness to GDP ratio. The current account balance to GDP ratio is the dependent variable in the specification
where X ୨୲ is a set of standard macroeconomic variables including the government budget balance to GDP ratio, the stock of initial net foreign assets (NFA) divided by GDP, 
III. Empirical results
Results not reported indicate that regressors in equation (1) are jointly significant and explain 65% of trade openness variation. Estimates from equation (2) are in Table 1 and help assessing the explanatory power of openness and finance indicators. The first four columns show that, adding openness and finance indicator individually to the set of control variables, trade openness has a positive impact on the current account (column 1), financial openness has no statistically significant explanatory power (column 2), and financial development exerts a negative effect. The effect of financial development is marginally significant when controlling also for financial openness (column 5); it is not precisely estimated in specifications including trade openness (columns 6 and 7). The policy openness indicator is less correlated with financial development (see Table A .1), and conveys a clearer message: policies that are conducive to more economic integration are positively associated with the current account, while more financial development tends to worsen it (column 9). These findings support the argument that financial development implies better international diversification opportunities and lessens precautionary saving motives (Bernanke, 2005) . Column (10) shows that the component of trade openness estimated from equation (1), 'non-policy openness', is not statistically significant and reduces the explanatory power of financial development. As to the other control variables, terms of trade volatility, old dependency ratios, and relative income are positively correlated with current account imbalances. Results are robust when time dummies allow the current account to record a different value in each sub-period (regressions not reported).
IV. Conclusions
This paper proposes an empirical approach to estimate the policy-related component of openness. It focuses on the role of openness and finance indicators as medium-run determinants of current account imbalances in OECD countries, and shows that while the openness ratio to GDP is an imperfect measure of macroeconomic policies that is correlated with indicators of financial development, controlling for policy openness allows to estimate more precisely the effect of financial development.
Appendix A. Data sources
The panel is balanced with respect to the variables used to estimate equations (1) and (2) 
